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CENTRAL INTELLIGENCE AGLENCY
Directorate of Intelligence
' Dacember 1970

INTELLIGENCE MEMORANDUM

Philippine Balance=-0f=-Payments Troubles

Introduction

The Philippine balance-of-payments situation,
which had deteriorated sharply in the late 1960s,
became critical last year when the country was un-
able to meet scheduled debt repayments. Manila is
seeking massive financial assistance, mainly from
the United States, in the hope of resolving its
difficulties, but is also using the United States,
with its large military and economic presence, as a
gscapegoat for the Philippines' economic problems.
This memorandum examines the background of the
balance-of-payments problem, assesses recent efforts
at monetary reform, and estimates the balance-of-
payments outlook through 1974.

Economic Background

1. During the 1950s the Philippine economy
expanded fairly rapidly with real gross national
product (GNP) increasinrg by nearly 7% annually.
Manufacturing output rose 11% annually from 1950
through 1959, chiefly becavse consumer gcods indus-
tries, protected by high tariff walls :ind import

. restrictions, were established to supply tne domestic
market. Agriculture grew about 7% a year =-- reflect-
ing primarily large increases in sugar production

. for the US market.

Note: This memorandum was produced solely by CIA.

It wap prepared by the Office of Economiy Research
and was coordinated with the Office of Current Intel-
ligence and the O0ffice of National Estimates.
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2. Despite this progress, few foundatlions wera
laid for sustained economic growth. Actually the
soeds werae gsown for problems in the 19603. Prof-
itable investment opportunities in import-substitu-
tion industries were becoming limited; many new
firms were essentially assembly operations, operat-
ting at high cost in a small protected market and '
faw were able to compete in export markets. At the
same time, little effort was made to mndernize agri-
culture, and most of the increase in farm output:
wasiattributable to expanding the area under culti-
vation,

3. The main concern of the Philippine political-
economic elitc, a relatively few wealthy families,
was to preserve and expand its interests rather than
to foster economic development with its accompanying
influx of competing foreign investors. Ownership
of the most productive lands, and prevalence of a
tenancy system that gave little protection to
peasants' interests, put the oligarchy in a position
to keep much of the gains from increases in agri-
cultural output. And the system of import licensing
and high tariffs permitted thza favored few to make
large profits from industrial ventures. For most
Filipinos there was little or no improvemerit in
living conditions.

4. Economic growth slowed sharply during the
18608, with the growth of farm output averaging
about 4% annually and that of industrial output
6% -~ about half the rates of the previous decade.
Real GNP during 1960-69 probably increased by some
4% to 5% annually, but since population growth was
3.5%, there was little real per capita gain. The
slowdown in agriculture reflects the fact that most
of the better land had been brought under cultiva-
tion during the 19508 and that investment remained
minimal. The only major gain was a large increase
in rice production in 1968, following & one-~third
increase in the government support price, which
made it profitable to greatly expand plantings of
high yielding varieties.

The ‘salance-of-Payments Pzoblem

5. Domestic economic problems did not seriously
affect the foreign sector until the late 1960s.
During the early and mid-19€60s, fcreign exch. ige

-2 -
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resexves even rose slightly. Imports and exports
increased at about the same rate, and during 1960-66
the trade deficit averaged only about $10 million

a year. The 1962 devaluation and other restrictive
measures held down import growth while some shift
of smuggled exports to legal channels occurred.
Import growth was adequate for the slow economic
growth achieved. The small trade deficit was more
than offset by US military spending, which rose
rapidly after 1963 owing to the Vietnam War. As a
result, the current account balance during 1960-66
registered an average annual surplus of nearly $50
million.

6. Beginning in 1967 the situation deteriorated
sharply. The current account showed a $97 million
deficit in that year, compared with a $117 million
surplus a year earlier (see Table 1l). The deficit
more than tripled in 1968 and remained high in 1969
at abuut $286 million. The chief cause was a rapid
deterioration in the trade account. Although imports
normally exceeded exports, trade was in deficit by
$224 million in 1967 and an average of $270 million
in 1968 and 1969 (see Figure 1).

7. Exports rose by about 6.5% annually during
1961-66 and only 1% during 1967~69 largely reflect=-
ing the failure to develop new commodities to sup-
plement traditional agricultural exports. In 1969,
manufactured goods constituted only about 8% of
total exports, compared with about 5% in 1960. Only
two relatively new commodities showed any marked
increase during the 1960s -- copper and timber (see
Figure 2). Timber exports more than doubled between
1960 and 1966, accounting for about half of the grow:h
in total exports in this period, but subsequently
slowed sharply because of deforestation. Exports
of copper concentrate developed fairly rapidly in
the latter 1960s in response to growing demanda in
nearby Japan and a general world shortage, but
increased copper sales barely offset losses in
traditional farm exports. World demand for the
kinds of agricultural products the Philippines

) export grew slowly, and the failure to modernize
agriculture (aused production of major export
crops to increase even slower than world demand.
Copra output, for example, after increasing through
1966, changed little thereafter. The Philippine
share of world copra exports fell from about 65%

-3 -
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Table 1
Philippine Ralance zf rayments

Million US $

1960 1961 1962 1963 19264 1965 1966 1967 1968 1269

Current Account

Trade balance -30 -96 -16 122 =23 =24 -9 =224 -284 -257
Ir-restaent income -75 -30 -15 -15 -26 -31 -37 -76 -97 -78
Private transfers 80 76 79 65 93 73 52 113 90 104
US military expenditures a/ 11 21 16 20 25 42 57 79 96 55
Other services b/ - -50 -54 -45 =21 0 51 54 11 -109 -110

Total 64 =83 19 171 69 111 117 -97 -304 -286

Long-term capital movements

@ Private direct investments 29 -56 -3 -4 -4 -10 -15 -9 -5 2 &
& Private long-term loans 28 70 3 -26 38 -11 3 12 107 85 Q
,9 w Government long-term loans =]
[~ and grants 82 3 17 12 22 45 39 64 84 61 l:i
H Total 139 17 17 -18 56 24 27 67 186 148

Stiort-term capital movements

Private Philippine institutions -3 -24 -34 57 -70 -106 -99 -44 182 92

Central Bank of the Philippines 5 57 -15 -14 16 125 12 34 ~-52 68

Total 2 33 -49 43 -54 19 -87 -10 130 160

Net errors and omissions -44 -40 19 -161 =51 -75 -56 -24 -103 -63

Change in foreign exchange

regerves 33 ~-73 [ 35 20 79 1 -64 -51 -41
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in 1960 to about 55% in 1969. Sugar production

grew by about 2% a year during 1960-69, and for

most years during the 1960s the Philippines was

unable to meet its quota in the US market. Other '
traditional farm exports, such as abaca, have

suffered from declining world demand. If not for

rising export prices between 1966 and 1969, total

export earnings would have actually declined.

8. While exports stagnated, imports increased
? dramatically after 1966. Despite a slight drop in
1969 they were still one-third higher than in 1965.
When President Marcos came into power at the start
of 1966, his administration adopted policies aimed
. at stimulating economic growth. Public investment
. spending more than doubled from 1966 to 1967. Easy
credit policies combined with large budget deficits
financed principally through central bank borrowing
led to sharp increases in the domestic money supply.
Local production satisfled much of the resulting
increased deman”® for consumer goods. But this in
turn was quick., translated into a higher demand
for imports because many Filipino industries rely
heavily on foreign goods. While import substitution
policies had greatly reduced the country's dependence
on imported finished consumer goods, more than half
. its semi-processed goods and about 85% of its capital
V- equipment are imported. Among raw materials, all
C° crude oil and almost all textile industry inputs
are purchased abroad (see Figure 3 for the commodity
composition of imports).

9. An outflow of foreign

\ \ o Figure. 3

capital also caused problems. 25X1
| PHILIPPINE IMPORTS During the 1960s the net
P . 1969 outflow of private direct

foreign investment totaled
about $75 million, primarily
US-owned. In addition, in
recent years the investment
~ income outflow has increased
steeply and during 1967-69
was nearly $250 million,
compared with about $95 mil-
lion during the previous
th. 2e-year period. Further-
more, the large and continuous

. Consumer (3oods

tntermediate
Goods

45.5%

Capital
Guoods

30.9%

TOTAL: 11313 Million US § " debit entry in the balance-
. o oo .- of-payments ("errors and
‘ 510180 #1-70 ClA - \ 25X1
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omissions") which is needed to equate foreign
exchange receipts to foreign exchange spending,
averaged about $65 million annually during 1967-69
and almost certainly reflected capital flight.*
These ocutflows stem in large part from for:igners'
basic lack ol confidence in the Philippine:.: as a
profitable and secure place to invest. The economic
oligarchy, through its strong position in the
government, has sought to reduce the role of the
foreign investor and thereby increase its share of
the economy. Broad popular support for the oligarchy's
anti-foreign investment policies has been obtained
by playing on nationalistic sentiment which has re-
sulted in a hostile atmosphere for non-Filipino
investors. Another important condition adversely
affecting the foreign investor is corruption. When
combined with considerable bureaucratic red tape,
the extensive corruption siphons off a large part
of the potential profits and greatly hinders day-
to-day business operations.

10. 1Increased US military spending and foreign
aid receipts kept the payments situation from being
even worse. Total US military expenditures accruing
to the Philippines were $86 million in 1965 but
rose sharply thereafter. During 1967-69, earnings
from this source averaged about $195 million annual-
ly, mainly reflecting higher spending associated
with the Vietnam war (see Table 2). Foreign aid
receipts also increased somewhat, averaging about
$120 million a year during 1967-68, compared with
about $95 million during 1964-66 (see Table 3).

Table 2
US Militaery Spending Accruing to the Philippines

Million US §

1961 1962 1963 1964 1965 1966 1967 1968 1969

51.5 55.0 48.9 62.6 86.1 153.0 206.5 180.0 197.8

* Capital flight can occur through a variety of
teeiwiques. Probably the mos* prevalent in the Philip-
pine case i8 underreporting of exports and ovaerreport-
ing of imports. In both cases, such actions enable a
foreign trader to build up foreign exchange accounts
overseas.

-7 =
SECRET

Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030176-4



SECRET

Table 3
Philippine Foreign Aid Receipts
Million US $

1964 1965 1966 1967 1968

United States 57.0 " 51.4 30.0 45.0 43.0
Japan a/ 2.4 35.3 30.5 61.5 27.8
Other bilateral 2.7 11.5 3.6 5.2 19.1
International organiza-
tions 11.6 19.2 15,7 18.4 18.5
Total 8ad.2 117.4 79.8 130.1 108.4

a. Ineluding reparations.

Financing the Deficit

- 1ll. Beginning in 1967, Manila resorted to large-
scale foreign borrowing to finance its current
account deficits, which averaged almost $230 million
a year during 1967-69. As a result there was soon
built up a large short- and medium-term debt with
a repayment schedule clearly beyond the country's
capability. In September 1969 the total external
debt was $1.5 billion, almost two-thirds of which
were short- 'and medium-term obligations., Roughly
half the debt was owed %o the United States (see
Table 4). Until mid-1969 the heavy debt servicing
requirements were met by new loans, by converting
some short-term obligations into longer term ones,
and by drawing down foreign exchange reserves. By
the fall of 1969, however, the country's interna-
tional financial position had so deteriorated that
these options were no longer available and Manila
was forced to postpone virtually all scheduled
repayments. By the end of 1959, gross foreign
eXchange reserves had fallen to about $121 mil-
lion -- roughly equal to only six weeks of imports,
The debt moratorium was continued into 1976 when
scheduled debt repayments were $540 million.%

* _Debt owed as of April 1970, but excluding $298.4
million in revolving eredits and IMF obligations.

-8 =
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Table 4

Philippine External Debt as of September 1969

Million US §
Short-term debt 469
United States 368
Japan 39
United Kingdom 24
Germany 17
Other 21
Medium~term debt 478
United States 285
Japan 41
Germany 21
United Kingdom 11
Other 120
Long-term debt 558
United States 189
Japan 130
IBRD 118
Other 121
12, Before public and private creditors would

provide any financial assistance, they suggdested
that the Philippines accept guidance from the

International Monetary Fund (IMF) in resolving the
country's payments difficulties.
opposed to what it considered outside interference,

Although initially

the Marcos Administration finally accepted IMF
assistance in February 1970.

13.

crisis,

Manila's agreement with thz IMF has led to
an easing of the country's immediate debt repayment
Several new loans were obtained, but the

major relief resulted from debt rescheduling.

consortium of US commercial banks, the Philippines'
major private creditors, agreed to reschedule approx-
imately $150 million of debt payments due this year,

-9 -
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and a Curopoan banking consortium is oxpected to
reschedulo somoe $30 million also due in this yoar.
Schodulod repayments for 1971, however, have boen
only slightly roduced, and those for 1972 have been
raisad by $100 million, with smaller increases in
197376 (soc Teble 5). Dabt repayments during
1970-74 will total moro than $1.1 billion, or an
avarage of $225 million annually. This is oqual

to about onae~fourth of total axport ecarnings in
1969.

Financiel Roforms and tho Payments Balance

14. With IMF guidance, the Marcos government
has attompted to improve the country's external
payments position. In February 1970 a financial
roform was implemonted under which the peso was to
float freely, its international value being largely
determined by market forces.* The peso's value has
already fallen by about 65%.*%** The government also
limited short- and medium-term foreign borrowing
and imposed internal fiscal and monetary restraints.

15. Manila is publicizing the claim that the
financial reform vastly improved the country's
balance of payments in the first half of 1970.
During this period the trade deficit was only $30
million, compared with about $135 million for the
same period last year. Exports jumped about $80
million, or almost 20% above the 1969 first half
lovel, while imports declined about $25 million, or
5%. Because of this performance and with new
foreign loans, Manila's foreign exchange position
improved. By 30 September 1970, gross international
roserves were $205 million, compared with $121 mil-
lion at the end of 1Y69. The net reserve position
increased only $20 million, however (from minus $70
million to minus $50 million), because of an in-
crease in short-term liabilities.

* Following a rapid inizial decline in the intenr-
national value of the peso, the central bank inter-

vensed in the market to limit thae speed of any further
devaluation and prevent large short-tarm fluotuations.

Free market foreign ezchange trading was suspended
in aarly Ooctober.

** In dollar terms the peso's value has fallen by
about 40% -- one peso now equals about 15.5 cents,
oompared with 25.6 cents before the monetary reform.

- 10 -
SECRET

Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030176-4

Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030176-4




LIIOdS

Table 5

Philippine Debt Schedule a/
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Million ©S §

1570 1971 1972 1973 1974 1975

1976 1977 1978 1979

Before latest
rescheduling 540.1 228.0 156.1 114.4 88.8 53.3

-'[’[—

After October
rescheduling 361.4 215.6 251.8 147.4 148.8 320.1

46.6 40.1 27.5 33.1

82.2 40.1 27.5 33.1

a@. On the deot owed as of April 1970.
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16. The sharp rise in the value of axports
primarily reflaots highaer world market prices for
the country's chief export commodities and thus has
little to do with the finanoial roforms. Copper
alona accountad for roughly throa=-fourths of the
increase in exports during the first half of 1970,
but higher prices roprosented about 408 of the rise
in copper sales. Prices of other major exrorts also
rosa sharply in 1970. Prices for copra and coconut
oil, for example, jumped 17% and 29w, raspactively,
during the first quartar bocause of sharp drops in
salos voluma. 3ugar prices also rose, &nd with a
racord crop in 1969/70 the Philippines was able to
increase axports to the US market because of a
shortfall in Puerto Rican production. 1In the lunger
tarm the raforms could stimulate exports, but only
if the exchange rate is maintained in a reasonable
rolationship to the internal price level. FPor the
moment, part of the windfall from the devaluation
in export production is being siphoned off by new
oxport taxes and higher production costs.

17. The drop in imports probably is due to
rastrictive fiscal and monetary policies which caused
industrial production to level off and probably
caused investment to decline. The davaluation prob-
ably had little effect on total imports, but this was
to be expacted becauso it was designed primarily to
roplace direct controls as the principal means of ‘
controlling imports. Direct controls were eliminated
for most raw materials, semi-manufactures, and
smalleor capital goods, although imports of fintahod
consumer goods continued to be virtually banned.®

18. In the longor run the affect of the reforms
on imports will depend on how effectively tha in-
creasc in domastic demand is controlled through

* Sinee the Fobruary reforms, reairiotiona huave
baen maintained on payments for cerfain imporie, in-
eiuding mcat ccngumer geode and gome produzer gocda
ook as automcbile parts for deaembiy planie. Fe-
etrioticno have aleo been maintained on paymente

for capital equiprent vaiued at more thanm £80,000.
With euch reetrictions the Philippine government

can eaeily delay tn granting approvale for any type
of import, and euoh delaye probably do ovour.

- 12 -
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fiscal and monetary policy and on exchangs ratey
poligy. MHRestrictive f[inancial policiefi, coupler
with the devaluation, have heen maintained so far
at a cont of slovwer economic growth, increassd un-
employnent, and lower real wages. Consumar prices
rvae by about 12% between February and July 1970
because of the sharp increase in the vrices of
imported inputsg into the mahufacturin) industry
brought about by the devaluation, while, until
July, thera wans little increase in wages.

19. 1In July, however, the government, unhder
stronyg pressutre from increasingly vocal utrban groupa,
granted pay hikes and raised minimum wages by ahout
one=~third, The higher wagea apply Lo nearly all
workers in modern c¢hlerprise, including agriculiure,
The waye rise probably about compensated fot the
price ifnerecasen, restoring real fncome levels, 1t
will increase government expendilures and alimoatl
certainly force anh expansiun in private credit --
the alternative being a furthetr tise in unerploy-
menht from anh already high levwel. <The reswli,
therefore, is likely to be sn espangion of demand,
including the demand for irports. {inlegs the
government is prepared to permit a further dov
vion of the peso, which is ptohicmat jcal, it mo
gooh be hecessary 1o feotuth Lo extehsive aa:oc
controls on irmporte. ‘The government has altn
requited ipporiere to Mmake advanced depnsite

The Balange=nf=Paymente Qutleok, 1370-74

20. Manila's balance of paynmenias will have 10
PEpEOVe Eaikhebay ahia IOf 4 BuBlaipned peliad (¥ ife
countty is to avoid continuing fipancial crises,
thilippite government and Morild Bank pilanhots
believe thal ithis <ah be dohe.® They estizale L1hat
export yrowth during 1270-74 will increase eharpiy
to aboul 2.5% annually. compated Lo aboul 3% during
the 1260z, while irmpo#t ygrowih wili siov o I 3
yeat == legs than half that of the 126%=. ‘Uhder

X cma N Rl DT .
il LA Fhoy Lo

faate e Mo pnimzs ged ¥owid Zoed
vepre resenwtiy ruliished, sund they ecprent: 1?7;,— direc
The ma o pr FiFFeremae wp L1hat the Wopid Fank lelicevar
that impopte wi il kave fo grow ly 3% Sewnalily Jurpiag
FEVETE i f lhe [RiULippanes e 4o sokieve i devellf-
mont 9«:419 Suremg thig peyi i, while Wiwiiag prejeste
c A% guepage anwumal grovih of inporie.
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Lt average. Hanila expecls to finance this dof-
ielt and foreign debt rdpaymenta, while aubstantially
increaginyg foreign reserves by means of fhctrearsid
foreign aid, private diregt inveatmsnt, s4nd now
cottrercial borrowing overdeas. Aceoordingly, it ia

R Y i L
planning vepital inflows of toughly $370 annually
for the 1970-74 period, We beliove tho sgtimaton
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these cirownstances the trade deficit would averaye
toughly 830 million a year. ot mmtvice paymentina
of about SBO million » year would rajee the overall
for both the cutrent and capital accouht ate highly

curtent 4eenunt defieit to $100 million anhually on
untealiastic.

The Current Account Defjieit

21, He estimats the current ageount daficit
will avetage at Jeadt 5200 million annvally ==
double the bhilippine egtimate. 0Our major diffetehan
concerns expotl growth, The Worild Rank empectie,
and Manils appatently agrees, that illegal esporte
will fall draratically, thus adding as ®much as 2100
million anhually to official expott sathindgs.

While Bo#ne teduclich fe possible, any latge drop
geems to us unlikely. Sauggling goods in ahd out
of the Philippines with ite seven thoussnd islandes
i® noL Wvery tieky. HWhile devaluatlion shoul:d Rave
taducod emuggling profite, poleonlial iilegail gaine
have beeh partially teelorsd by expnrt taxes. o
petceptible movenent of goods Lack ihto legal
chanhele otcurted during the fifrel eim mohiihs fol-
lowing the Fehruery 19%0 devsiustion., Ansibsr

. problem with the Philippihe projection i 1he cilain
1hal hiekol asboria will 2ottt shout 2335 million
in 1274, Althoush mine development will emon get
sistied, conpany officiale projott nickol emprpre
will be worth ohly aboul $70 milison 38 4974,

2. ¥e eslimale esporie, al heet, will grow by
Ohoul S% ahnually oh Lhe avevade uver the hemt
axveral yeate, absul double that of the 196563
petiod lsee VTalle 6i. Alnmoe:r half the inmcteszed
will probably fesull from higher sales af #inerain,

which amouhted 1o about £190 million ih 1967, of

?bm:t 0% of totlal foteign asles of appromitatejy

E8Y5 miliioh. A pajor booet will rone from nickel

aales gcheduled %o hegin in 1971, Copper emrorie,
D

oh the othet hand, aflet fieing rapidiy in 1970,
ate empected to change i{ittlic thoroafier betauaes of
- 18 -
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Table 4

Philipplne Sxposas

Average Annual Goowel Rate
Miliiom U5 % {Peccant)

1374
LP5& 1351 Prateztina  L34535-43 L375-T4
OJI -
£ . sserals 617y 3 13.7 1.3 =
r~
» 4 e -~
xr v Tinber prodiess 1T 239 30 7.3 3.3 =
o

™ =
- AR e e et e o T ' 5 - —
v WORIN LN pELaINn S b7 5] & e ~-3.4 $.2 -

Suiac ATL L34 238 -1.4 5.3

nekals 35 w8 133 5.3 3.3

BRI E LA | MR 4.3 2.
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lower world market prices and hecause production in
axpected to {ncreoase more Blowly as major mine aox-
pansion progrars have been about completed.

43. Agricultural exports are likely to grow
#lowly == by about 4% a year during the 1970-74
pariod. With another record Crop expected next
year, sugar exports should increase conaiderably in
the early 1970s, but are likely to level off later
in the period because the US import quota will be
filled. Exports of coconut products will increase
slowly == by perheps 4% annually at best =- because
of mluggish world demand which partly reflects in=
creasing competition from palm kernel oil -- a good
subsiitute for mure expensive coconut oil. Moreover,
the serious damage to coconut plantations causmed by
recent typhoons will further hurt export growth,
Timber sales will probably grow little more than 3@
annhually because of deforestation. Roughly half
our projected gains in nxports of coconut products
and timber are the result of expogtations of reduced ,
spmuggling. Other agricultural exports will likely
expand by around 5% a year primarily because of
increaning sales of bananas and pineapples. Bananae
and pineapples accounted for about 3% of total
eXport earnings in 1969. Any increase in agricul -
tural export prices is very doubtful. 1In fact they
vill probably decline, as sugar, coconut producte,
and lumber prices are expected to drop from the very
high levels reached in 1969 and 1970.

24. The chahces ate diss the Philippines wi
increase overseas sales by developing exports
manuiactuted goods. Manila alfcady eninva a 4
preference in the U5 matket under the tetrma of the
Laufel-Lanhgley Agreement, but has beeh unable to
take advantage of its priviieged position. Saler
Lo the United States still consisat overwhelmingly
of traditional agricultural products, and manu-
factured goods accoun® for leez than 10% of total
Philippine exports. By Terparison, other East Asian
countriee which have enjeed rapid export growth,
suth as South Forea and Taiwan, have been able to
greatly increane their sales of manufactured gooin
0 the United States even without preferential (reatl-
meft. In these countries & favorable climate for
foreign invertors hes led to development of export-
orienied induc tial sectors. This element s minaing
in the Philippines, and there is no reason to axpoct

o ted

[ 3= B I°3
ulFE By Jee
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an improvement. fThe poor atmosphere for foreign
investors more than offsets any attractions stemming
from devaluati n.

25, Uniil ) exportn, over whieh the yovernmont,
has little dirsct control, Manila can theoretically
hold down importas by applying restrictions. In
ptactice, howaver, the Marcos administration will
be hard pressed to limie import growth over a sug-
tained period because the Philippine modern aeconomy
depends 8o heavily on foreign goods. With import
yrowth projected at 3% a year during 1970-74, the
pace of development will probably slow to a crawl
becaude during the 1960s imports rose more than 7%
annually to sustain an economic expansion of 4% to
5% annually. Efforts to reduce imports thias year
have already slowed economic growth sharply.

26. The balance on gervice trahsactions could
be worse than planned. Although the government can
axert some control over paypraents for auch gervices
as tourism and {nveastment income, it has only
limited influence on receipts from US military
spending. Beyond U5 military cutbacks i{n the pPhil-
ippines announced earlier this Year, Manila has
appatently not allowed for foreiqgn exchango lossns
as a result of any future Ug military cutbacks in
Vietnam.®* In 1969, Vietnam-related U3 spending {n
the Philippines exceeded £100 million. Manila,
hovwever. always has the opticn of further limiting
investmont income outflowz and imposing other foreign
exchafige controla to offast any additinns] louares
but at the cost of further distouraqging new invant-
mahts,

Financing the Dafjieit

27. We belleve Manila'sa expactations on financ-
ing the current account defieit and debt repayrents
ate highly untealistic¢. ather than the rinjected
*10 million annual inflow of private diteul forejgn
Lavesthentl, wo expect ihe presenl guiflow to continue,

T Foreign exghavige lciree resuifing from pefincd
Vietnarerelated V3 spevding sould offret gey poventsgl

Jaina resulting from g movcment s dollara frow
s m W F R & * - . - » * - s - s s
Feen0LE Channiela inic cffielal ehanncle. da sedi-

sated in Jable i, an LHOredsing dmputt of scpiiac
carninge moved tweo {Foothote continued on g 18},

- 17 -
SECRET

Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030176-4




Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030176-4
7 SECRIT

Indaed, the trond toward disinvestment begun in the
19608 will probably accelerate during the 1970s.
Manila already has mada clear {ts intention to
force US=-owned firms exploliting natural rosourcon
to raeduce their equity share to 408 after 1974,
whan the Laural-Langloy Agrecment expires. Becauso
of such demands, US flrms could be forced to raducoe
their cumulative investment between $200 million
and $400 million Or possibly mora. The process hag
already degun, and wa believe the outflow of nat
direct roraign investment capital over the next
geveral years is likely to range between $30 million
and $40 million annually.

20. It ip difficult to accept the Philippine/
World Dank statements that foreign aid will reach
$20C million annually. Official foreign aid dis~
bursements will probably increase somewhat above
the avarage annual level of 5120 million of thae
late 19608 but are unlikely to exceed $150 million
a year. Existing aid commitments are already
heavily drawn down and Manila is having trouble
developing suitable projects for foreign financing.
In addition, no major =id donors anticipate substan-
tial increases in aid to the Philippines. The World
Bank is attempting to develop an aid consortium for
the Philippines, but {t will be some time before
any concrete regults are sooen.

29. New private long-term loans will also likely
fall short of the 5160 millionh a4 year anticipated.
Such loans aversyed about 5100 million a year during

. the late 19608 -- before the country's financial
problems cams to ligh%. Considering its poor credit
position now, the level of these loans (s not likely
to ipcrease hich oVer the hext several yeara, Hacoent
statements by Japanese, European, and US bankers tend
to confirm this. Manila will probably be able to
obtain trade crodite from firmg trying to mell goodn
to the Philippines, but it will be difficult to yot
these in large amounts with medium~- Or lung-term
maturitien.

25X1
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somo Implications

30. In sum, wa expect Manila will obtain an
average of from $200 million to $225 million annually
ii« foroign capital over the noxt sovoral yoars
rather than the 5370 million plannoed on. These in-
flows would be just about aenough to covor the curronk
account deficit, which we estimato will averaga
5200 million a year during 1970-74. Little, 4if any,
therafore will be left ovar to meat scheaduled debt
rapaymonts (see Table 7). Although dapending on
fluctuations in export prices and short-term credits,
in any one year Manila might be able to meet a part
of its obligations; it is clear, howaver, that ovor
tha pariod as a wihole tha country will be in no
~osition to service its external debt. Even in tho
unlikely event that Mrs. Marcos' recent requast for
a $300 million stabilization loan were mat, this
amount would cover dabt repayments for only a year
or so. The outlook then is for a continuing finan-
cial erisis in which Manila will have no choice but
to resort to frequent refinancing of its foreign
daebt.

31. The controls neadead to limit imports will
strike hardast at the urban areas. Most imports
are consumed by the manufacturing establishments
thera, and the slow economic growth and restrictions
over government spending will add to the already
gerious unemploymant problem. This leaves Manila
in a dilemma bacause poor economic conditions are
already exacorbating socio-political tensions.
Consequently, thore will be growing pressures on
the government to stimulate economic activity. But
this will mean raising imports faster than the 3%
annual increase now planned and will result in a
clearly intolerable balance-of-payments situation.
On the other hand, stringent import restrictions
would cause greater political dissension. The out-
come of all this is likely to be an erratic import
pattern, with impurts first rising rapidly and then
falling as restrictions are reimposed. Under thesge
conditions, urban aconomic activity will be con-
stantly disrupted, thereby providing constant irri-
tants to urban workers who have becoma increasingly
politically active.

32. The ruling oitgarchy will almost certainly
try to divert blame for the country's economic ills
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Table 7

Philippine Balance-of-Payrents Projections

Philippine estimates CIA estimate of minimum deficit

(1970-7¢ average annual) (1970-74 average annual)
Percent
Growth rate
Exports 9.5 6.0
Imports 3.0 3.0
Million US S
Trade balance -20.0 -120.90
Net service payments -80.0 -80.0
Current account balance -100.0 -200.0
Private direct investment 10.0 -3C.0
Foreign aild 200.0 150.¢
Privatc mwdiun- and long-tem
loans 150.0 100.0
Gross capital inflows 370.0 220.0
Less debt repayments a/f 225.0 N
Overaill talance 4£5.0 -205.0
@. &zoluding regaymanta in debts incurred after April 13870.
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away from itself by playing on nationalist, basical-
ly anti-US sentimont. The US presonce in the
Philippines, including soveral major military bascs
ard extensive business interests, is large and
doaply rooted and consoquently an easy target for
both tho Marcos govornment and its political oppon-
onts. Lven so, Manila is likely to scck more aid
from the United States to help finance its foreign
exchange nceds. The chances aro, for example, that
Mrs. Marcos' racent raquest for a $300 million
stabilization loan will bo raisod again.

Conclusions

33. Underlying aconomic and political probloms
manifested themselves in a sharp deterioration in
Manila's balance of payments during the late 1960s.
Failure to encourage new export industries loft the
countrxy heavily dependent for its overseas sales on
agricultural products, world domand for which has
increased very slowly. Meanwhilo, imports soared
and growing trade deficits werc financed principally
by short-term borrowing. As a consecquence, a large
ghort=-term extarnal debt has boen accumulated with
a repayment gchedule well beyond the country's
capability-

34. At the behest of the International Monctary
Fund and foreign creditors, the Marcos regime has
taken some steps to resolve the balance-of-paymonts
problem, including adoption of a partially floating
oxchango rate and restrictive monctary and fiscal
policies. Although thore has been some short~torm
improvement, factors other than devaluation are
largealy responsible. The recent increasc in foreign
oxchanyo roserves was mainly due to new short-term
borrowing. Exports rose sharply following the poso
deovaluation in early 1970, but primarily becausec of
tamporarily higher world markot prices. Imports
hava fallen because of a slowdown in economic
activity, but political pressures have forced the
govarnment to grant large pay raises which has
increasod tho domand for imports.

35. We believe that Manila's oxpectations for
improving its payments position in the longer term

are overly optimistic. We ostimate that the current
account doficit will average at least $200 million
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annually through 1974 -- about double Manila's own
cstimato. The major difference is that we expect
exports will grow by at best 6% a year rather than
Manila's 9.5% estimate. Demand for traditional
exports is growing only slowly, and no new major
export commodities are likely to boost earnings
significantly. We also consider Manila's plans to
obtain $370 million annually in foreign capital
highly unrealistic. A more likely level would be
$200 million to $225 million. A capital inflow
within this range would about offset the likely
current account deficit, but in most years would be
insufficient to service the external debt. Manila,
therefore, is likely to join that group of other
less developed countries that meet their foreign
debt problems through frequent refinancing.

36. Given its serious foreign exchange constraint,
Manila cannot expect to achieve measurable improve-
ment of the country's already poor economic condi~
tions. The economy is unlikely to expand appreci-
ably faster than population growth rate. The only
way to speed the growth process is to increase
imports faster than now planned, but this would
crcate an untenable balance-of-payments gituation.
If imports are held down, the effect will be slow
economic growth, which in turn would further aggra-
vate domestic political tensions. 1In any case, *“he
ruling oligarchy will likely attempt to divert
blame for the country's economic troubles on someone
else by exploiting Philippine nationalism. As in
the past, the United States will bear the brunt.

- 22 -

SECRET

Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030176-4



